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November 25, 2020 
 
 
 
Honorable Mayor and  
Members of the City Council: 
 

 
he Comprehensive Annual Financial Report (CAFR) of the 
City of Laguna Hills for the fiscal year ended June 30, 
2020, is submitted herewith. This report is published in 
accordance with local ordinance and State law 

requirements that financial statements be presented in conformity 
with generally accepted accounting principles (GAAP) and audited in 
accordance with generally accepted auditing standards by an 
independent public accounting firm of licensed certified public 
accountants.   
 
This report consists of management’s representations concerning 
the finances of the City of Laguna Hills. Responsibility for the 
accuracy of the presented data and the completeness and fairness 
of the presentation, including all disclosures, rests with the City’s 
management. It is management’s opinion that the data is accurate in 
all material aspects, is presented in a manner designed to fairly set 
forth the financial position and results of operations of the City, and 
contains all disclosures necessary to enable the reader to gain an 
understanding of the City’s financial affairs. To provide a reasonable 
basis for making these representations, management has 
established a comprehensive internal control framework that is 
designed both to protect the government’s assets from loss, theft, 
misuse, and to compile sufficient reliable information for the 
preparation of the financial statements in conformity with GAAP. 
Because the cost of internal controls should not exceed anticipated 
benefits, the objective is to provide reasonable, rather than absolute 
assurance that the financial statements are free of material 
misrepresentation. As management, we assert that, to the best of 

T
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our knowledge and belief, this financial report is complete and 
reliable in all material respects and is reported in a manner that 
presents fairly the financial position and results of operations of the 
various funds of the City, as well as the City as a whole. 
 
The City’s financial statements have been audited by Clifton Larson 
Allen, a public accounting firm fully licensed and qualified to perform 
audits of local government. The independent auditors concluded that 
there was a reasonable basis for rendering an unmodified opinion on 
the City’s financial statements and that they present fairly, in all 
material respects, the financial condition of the City at the end of this 
fiscal year. 
 
A narrative introduction, overview and analysis of the basic financial 
statements for the City for the fiscal year ended June 30, 2020, is 
discussed in the Management’s Discussion and Analysis (MD&A), 
which immediately follows the independent auditor’s report. The 
MD&A is designed to complement this letter of transmittal and should 
be read in conjunction with it.   
 
 
 
PROFILE OF THE CITY OF LAGUNA HILLS 
 
The City of Laguna Hills is located in South Orange County 
approximately 60 miles south of Los Angeles and 70 miles north of 
San Diego. Incorporated in 1991 under the laws of the State of 
California, it enjoys all the rights and privileges pertaining to “General 
Law” cities. The City is home to approximately 31,508 residents and 
about 2,000 businesses.  
 
The City of Laguna Hills operates under a Council-Manager form of 
government. Policymaking and legislative authority are vested in the 
City Council, which consists of a Mayor and a four-member Council. 
The Mayor is annually selected by the City Council from among its 
membership, and serves a one-year term. The governing Council is 
responsible, among other things, for passing the City’s ordinances 
and operating resolutions, adopting the biennial budget, appointing 
commissions and committees, and hiring the City Manager. The City 
Manager administers the daily operations and programs of the City 
through department heads, other staff members and contracted 
services. 
 
The City contracts for selected municipal services utilizing 
agreements with other governmental entities, private firms and 
individuals. Police services are provided by the Orange County 
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Sheriff’s Department and fire services are provided through the 
Orange County Fire Authority, of which the City is a member.   
 
Although the majority of the area in the City has a distinctive 
residential character, the City has a strong commercial base, 
specifically in the northern section of the City. This commercial area, 
or “Urban Village,” is anchored by regional retail, the Oakbrook 
Village Shopping Center, and the Saddleback Memorial Medical 
Center. In addition, the area north of the Mall holds a complement of 
commercial and mixed-use industrial uses.   
 
 
 
FACTORS AFFECTING FINANCIAL CONDITION 
 
During the first three quarters of the 2019-20 fiscal year, the 11-year 
economic expansion remained intact, but overall economic growth 
was trending towards stagnation. At the national level, the real gross 
domestic product was projected to grow by 2.3 percent – down from 
3.1 percent in 2018. Economic output was projected to grow slightly 
faster than its maximum sustainable level, leading to a demand for 
labor and a slight decrease in the unemployment rate. Nonetheless, 
annual economic growth was projected to slow to an average of 1.7 
percent through 2023. Similarly, economic projections showed that 
California’s fiscal outlook would continue to grow, but at a much 
slower pace than the previous few years. The state was projected to 
have a $7 billion general fund surplus along with a slight rebound in 
the housing market due to falling mortgage interest rates. However, 
according to the State Fiscal Health Index developed by the 
California Legislative Analyst’s Office, California was experiencing a 
serious weakening in economic indicators such as housing, trade 
activity, consumer spending, venture capital, and more in 2019. 
National and state economic data indicated that a recession could 
occur in the next few years after 2019.  
 
In early 2020, the novel coronavirus, also referred to as COVID-19 
or SARS-CoV-2, spread throughout the globe and created a 
pandemic that halted the world economy. On January 30, 2020, the 
World Health Organization (“WHO”) declared the outbreak of 
COVID-19 a public health emergency of international concern, and 
by March 11, 2020, the WHO elevated the public health emergency 
to the status of a pandemic. Later in March, the Governor of 
California and the President of the United States declared a local and 
national state of emergency, respectively. Subsequently, California 
Governor Gavin Newsom issued Executive Order N-33-20, which 
directed and ordered all residents to stay at home unless they were 

 
ECONOMIC CONDITIONS 
& OUTLOOK 
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Overall, general fund revenues totaled $21,846,623, a negative 
variance of $1,877,543, or 8%, from the budget of $23,724,166 for 
the fiscal year. 
 
As a result of the unprecedented shortfall in general fund revenues, 
the City implemented numerous cost-savings measures to offset the 
negative impact from the coronavirus pandemic, including a 
reduction in recreation programs and services, a furlough of City 
employees, a decrease in operating expenditures in all City 
departments, and the deferral of certain capital improvement 
projects. As a result of these cost savings measures and the City’s 
swift action, the City successfully met or exceeded its operating and 
reserve policy ratios at the close of the fiscal year.  
 
To maintain its strong financial position into the future, the City must 
continue to promote overall fiscal health and sustainability by 
adhering to its conservative financial policies, focusing on 
organizational efficiency and performance, and fiscally prudent 
decision-making. This financially conservative stance has played a 
critical role in allowing the City to respond quickly to difficulties that 
are prevalent in the economy as a result of the coronavirus 
pandemic, as well as to the previous economic downturn during the 
years of the Great Recession.  
 
 
The City utilizes a customized 8-Year Resource Allocation plan that 
is specifically designed to project the City’s operating and reserve 
policy ratios over an eight year forecast horizon. The City’s policy is 
to strive to maintain an operating ratio of 1.1 to 1.0, an Unrestricted 
General Fund Balance Ratio of 35% and an Unassigned General 
Fund Balance Ratio of 25%. The operating ratio for FY 2019-20 
came in at 1.02, and the Unrestricted Fund Balance and the 
Unassigned Fund Balance were at 40% and 36%, respectively. 
During the 2019-20 fiscal year, the City identified costs savings 
measures to maintain a structurally balanced budget, which will allow 
the City to improve its operating ratio target, moving forward.  
 
 
In developing the City’s accounting system, consideration was given 
to the adequacy of internal accounting controls, which are designed 
to provide reasonable, but not absolute, assurance in connection 
with: (1) the safeguarding of assets against loss from unauthorized 
use or disposition, and (2) the reliability of financial records for 
preparing financial statements and maintaining                      
accountability for assets. All internal control evaluations occur                      
within the above framework. We believe the City’s internal 

ACCOUNTING SYSTEM 
AND BUDGETARY 
CONTROLS 

 

LONG TERM 
FINANCIAL PLANNING 
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accounting controls adequately safeguard assets and provide 
reasonable assurance of proper recording of financial transactions. 
Furthermore, the City maintains budgetary controls to ensure 
compliance with the legal provisions embodied in the annual 
appropriated budget approved by the City Council. The City Manager 
is authorized to transfer budgeted amounts within and between funds 
as deemed necessary in order to meet the City’s needs. Revisions 
that exceed the appropriated budget must be approved by the City 
Council. 
 
 
The City invests its temporary idle cash in investments authorized 
under the City’s prevailing Investment Resolution and Policies, which 
are reviewed and approved annually. These policies are significantly 
more restrictive than State law, limiting investments to a maturity of 
one year or less. The City’s investments at the close of the most 
recent fiscal year ended June 30, 2020, consisted of fully insured or 
collateralized certificates of deposit with qualified banks, money 
market mutual funds, and investment pools with the State 
Treasurer’s Local Agency Investment Fund (LAIF) and Investment 
Trust of California (CALTrust).   
 
 
Generally, only assets which cost $5,000 or more and which have a 
useful life of five years or more are considered capital assets. This 
designation is detailed in the City’s Internal Control Policies and 
Procedures for Capital Assets and Minor Equipment, which were 
developed for the City’s compliance with the requirements with 
GASB 34. More information is also provided in the Notes to the Basic 
Financial Statements located the Financial Section of this report. 
 
 
 
MAJOR INITIATIVES 
 
The following section provides a sampling of some of the various 
initiatives and highlights occurring throughout the 2019-20 fiscal year 
as well as from the current endeavors:   
 
 
In March of 2016, the City approved a plan for the renovation of the 
Laguna Hills Mall which included approximately 860,000 square feet 
of new and renovated commercial retail space, movie theaters, 
restaurants, and 988 residential units. The approved plan was known 
as Five Lagunas. In 2018, the property owner of Five Lagunas, 

CAPITAL ASSETS 

 

CASH MANAGEMENT 

THE VILLAGE AT 
LAGUNA HILLS 
(FORMERLY FIVE 
LAGUNAS) 
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Merlone-Geier Partners, informed City staff that they could not move 
forward with the approved 2016 plan. 
 
On November 4, 2019, Merlone-Geier Partners (MGP), the property 
owner of the former Laguna Hills Mall, submitted a new application 
to redevelop the site. MGP presented a brief overview of the new 
project, named “The Village at Laguna Hills”, to the City Council at 
the November 12, 2019, City Council meeting. The City is required 
to evaluate the new project and process associated entitlements for 
the City Council’s consideration at a public hearing.  
 
Due to the extensive and highly expensive nature of the entitlement 
process, staff negotiated a Deposit/ Reimbursement Agreement with 
MGP at the November 26, 2020, City Council meeting. This 
Agreement ensures that there is no General Fund impact with 
respect to evaluating the proposed project and processing the 
necessary entitlements. A public hearing for the project is expected 
in early 2021. 
 
 
In August 2019, the City updated its Comprehensive User Fee 
Schedule in accordance with Resolution No. 2016-09-13-04 to 
accurately reflect the cost of providing certain municipal services. 
The City’s user fees were adjusted by 3.3% to reflect the April 2019 
Consumer Price Index for the Los Angeles-Riverside-Orange County 
area for all urban consumers. It is the City’s intent to maintain and 
periodically update a comprehensive schedule of user fees that 
calculate the current full cost of providing governmental services, 
including all direct, indirect, and support costs. 
 
 
At the August 27, 2019, City Council meeting, the City Council 
entered into an Agreement with the Orange County Housing Finance 
Trust (Trust). The Trust is a Joint Powers Authority that shares with 
other cities and the County of Orange, the power to secure and 
allocate funding for affordable housing projects and programs, more 
specifically as it relates to housing that addresses persons requiring 
housing for varying terms. The Trust emphasizes funding for 
“supportive housing,” which is housing for persons that may require 
additional on-site or other local services to remain in housing. These 
services may include social services, mental health services, health 
care, counseling, and life and budget planning.  
 
 
The Community Center and Roof Replacement Project, CIP No. 513-
B, was awarded to West Gate Contractor in the low bid amount of 

COMMUNITY CENTER 
HVAC AND ROOF 
REPLACEMENT 
PROJECT 

COMPREHENSIVE FEE 
SCHEDULE UPDATE 

ORANGE COUNTY 
HOUSING FINANCE 
TRUST 
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$348,300 at the April 21, 2020, City Council meeting. The work in 
this project includes the removal of the existing HVAC and related 
roof mounted equipment, removal and replacement of flat roof areas 
with a thermoplastic membrane, installation of City provided HVAC 
equipment and related work and installation of a new thermostat 
system. The construction work on the project commenced in May 
2020 and was completed in the fall 2020.   
  
 
In March 2020, the City took numerous steps in response to the 
coronavirus pandemic to promptly address, prepare for, and take the 
actions necessary to protect public health, safety, and welfare within 
the City. Among them was: i) the establishment of the Coronavirus 
Recovery Team by Executive Order to assist the public with 
questions and guidance related to the COVID-19 pandemic in 
Laguna Hills; ii) proclaiming a local emergency to be eligible for 
reimbursement from the county, state, and federal governments to 
assist in cost recovery for expenses directly related to the 
coronavirus pandemic; iii) the closure of certain public spaces to 
protect public health and safety; and iv) assisting local businesses 
with compliance in regards to the Governor’s stay-at-home order.  
 
 
 
AWARDS AND ACKNOWLEDGEMENTS 
 
The Government Finance Officers Association of the United States 
and Canada (GFOA) awarded a Certificate of Achievement for 
Excellence in Financial Reporting to the City of Laguna Hills for its 
Comprehensive Annual Financial Report for the fiscal year ended 
June 30, 2019. This was the twenty-seven consecutive year the City 
has received this award. The certificate is a national award that 
recognizes conformance with the highest standards for preparation 
of state and local government financial reports. To be awarded a 
Certificate of Achievement, a government unit must publish an easily 
readable and efficiently organized Comprehensive Annual Financial 
Report (CAFR), whose contents conform to program standards, and 
must satisfy both generally accepted accounting principles and 
applicable legal requirements. 
 
The City also received the GFOA Distinguished Budget Presentation 
Award for its 2019-2021 Biennial Budget document. To qualify for the 
GFOA award, a governmental unit must publish a budget document 
that meets program criteria as a policy document, as an operations 
guide, as a financial plan, and as a communications device. 
 

CORONAVIRUS 
RESPONSE 
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The preparation of this report would not have been possible without 
the efficient and dedicated services of the entire staff of the Finance 
Department. The contributions are invaluable and clearly reflect the 
high standards the City has set for itself.  
 
In closing, without the effective leadership, guidance, and support 
provided by the Mayor and the City Council, preparation of this 
report, as well as the favorable financial results of the past year, 
would not have been possible. 
 
 
Respectfully submitted, 
 
 
 
       
Donald J. White    Janice Mateo Reyes  
City Manager     Finance Director 
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INDEPENDENT AUDITORS’ REPORT 

City Council 
City of Laguna Hills 
Laguna Hills, California 

Report on the Financial Statements 

We have audited the accompanying financial statements of the governmental activities, the 
business-type activity, each major fund, and the aggregate remaining fund information of 
the City of Laguna Hills (the City), as of and for the year ended June 30, 2020, and the 
related notes to the basic financial statements, which collectively comprise the City’s basic 
financial statements, as listed in the table of contents. 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial 
statements in accordance with accounting principles generally accepted in the United 
States of America; this includes the design, implementation, and maintenance of internal 
control relevant to the preparation and fair presentation of financial statements that are 
free from material misstatement, whether due to fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express opinions on these basic financial statements based on our 
audit. We conducted our audit in accordance with auditing standards generally accepted in 
the United States of America and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 
Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the basic financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the basic financial statements. The procedures selected depend on the 
auditors’ judgment, including the assessment of the risks of material misstatement of the 
financial statements, whether due to fraud or error. In making those risk assessments, the 
auditors consider internal control relevant to the City’s preparation and fair presentation of 
the financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
City’s internal control. Accordingly, we express no such opinion. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall 
presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide 
a basis for our audit opinions. 
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Opinions 
 
In our opinion, the financial statements referred to above present fairly, in all material 
respects, the respective financial position of the governmental activities, the business-type 
activity, each major fund, and the aggregate remaining fund information of the City, as of 
June 30, 2020, and the respective changes in financial position and, where applicable, cash 
flows thereof for the year then ended in accordance with accounting principles generally 
accepted in the United States of America. 
 
Other Matters 
 
Report on Required Supplementary Information 
 
Accounting principles generally accepted in the United States of America require that the 
management’s discussion and analysis, the schedule of proportionate share of the net 
pension liability, the schedule of contributions - defined benefit pension plans, and the 
schedule of revenues, expenditures and changes in fund balance - budget and actual - 
general fund and major special revenue funds, identified as Required Supplementary 
Information (RSI) in the accompanying table of contents, be presented to supplement the 
basic financial statements.  Such information, although not a part of the basic financial 
statements, is required by the Governmental Accounting Standards Board, who considers it 
to be an essential part of financial reporting for placing the basic financial statements in an 
appropriate operational, economic, or historical context.  We have applied certain limited 
procedures to the RSI in accordance with auditing standards generally accepted in the 
United States of America, which consisted of inquiries of management about the methods of 
preparing the information and comparing the information for consistency with 
management’s responses to our inquiries, the basic financial statements, and other 
knowledge we obtained during our audit of the basic financial statements.  We do not 
express an opinion or provide any assurance on the RSI because the limited procedures do 
not provide us with sufficient evidence to express an opinion or provide any assurance.   
 
Other Information 
 
Our audit was conducted for the purpose of forming opinions on the financial statements 
that collectively comprise the City’s basic financial statements. The introductory section, 
combining and individual non-major fund financial statements and schedules, and 
statistical section, as listed in the table of contents, are presented for purposes of additional 
analysis and are not a required part of the basic financial statements. 
 
The combining and individual non-major fund financial statements and schedules 
(supplementary information), as listed in the table of contents, are the responsibility of 
management and were derived from and relate directly to the underlying accounting and 
other records used to prepare the basic financial statements.  Such information has been 
subjected to the auditing procedures applied in the audit of the basic financial statements 
and certain additional procedures, including comparing and reconciling such information 
directly to the underlying accounting and other records used to prepare the basic financial 
statements or to the basic financial statements themselves, and other additional procedures 
in accordance with auditing standards generally accepted in the United States of America.  
In our opinion, the supplementary information is fairly stated in all material respects in 
relation to the basic financial statements as a whole.   
 
The introductory and statistical sections have not been subjected to the auditing 
procedures applied in the audit of the basic financial statements and, accordingly, we do 
not express an opinion or provide any assurance on them. 
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Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated 
November 25, 2020, on our consideration of the City’s internal control over financial 
reporting and on our tests of its compliance with certain provisions of laws, regulations, 
contracts, and grant agreements and other matters. The purpose of that report is solely to 
describe the scope of our testing of internal control over financial reporting and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of the 
City’s internal control over financial reporting or on compliance. That report is an integral 
part of an audit performed in accordance with Government Auditing Standards in 
considering the City’s internal control over financial reporting and compliance. 

Irvine, California 
November 25, 2020 
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